India. It demonstrates the European call and put options of Nifty 50 Index options. Based on the strategy strike price is selected. For straddle 8000 and for strangle 8000 and 8600 strike price with same maturity period. Here, near (1 month), next (2 month) and far (3 month) month maturity contract is selected. The strategies formulated here will definitely familiarize the investors regarding the straddle and strangle strategy under volatile market condition and can thus maximize the returns. The remainder of the paper is organized as follows. Section 2 gives extensive review of literature. Section 3 contains description of data and methodology. The results and discussion have been compressed and summarized through tables and charts in section 4. The final section provides brief summary and conclusion of the study.
Review of Literature:
Several studies compare the performance of purestock positions with that of stock positions combined with options, and the performance of different option strategies. (Trennepohl & Dukes, 1981) investigated the performance of option writing and buying strategies using in-the-money (ITM) and out-of-themoney (OTM) options, and found that covered option writing lowers portfolio standard deviation and improves portfolio mean returns. (Bookstaber & Clarke, 1985) compared the performance of protective-put, covered-call, and pure-stock strategies, and found that call writing is better than put buying in terms of expected return and volatility, but that the former truncates the right-hand side of a distribution causing undesirable negative skewness, while put-buying truncates the left-hand side of a distribution causing desirable positive skewness. Some studies show that the performance of option strategies with stock portfolios could depend on other factors or on market conditions. (Benninga & Blume, 1985) analyzed the optimality of portfolio insurance in complete and incomplete markets, and found that buying put option may be optimal only in an incomplete market, not in a complete market. (Brooks & Hand, 1988) examined the return characteristics of index futures contracts, and found that both the return distribution and performance evaluation depend on the risk-free rate, the dividend rate, the basis and the margins. (Castellano & Giacometti, 2001 ) compared the performance of protective-put and covered-call strategies to the performance of holding an unhedged currency portfolio and found that the option strategies perform better than the optimal naked portfolios and the protective-put strategy performs well for different VaR models. (Isakov & Morard, 2001 )investigated the performance of a global investment strategy that combines diversification and option strategies, in particular the covered call strategy, and found that the use of option strategies consistently improves the performance of stock portfolios, even in the presence of transaction costs. (Brenner, Ou, & Zhang, 2001) indicates that the straddle are very sensitive when comes to changes in volatility. This result into a power instruments in the options market to hedge the volatility spill over. Hence, straddle declares better comparing to other strategies. (Liu & Pan, 2001 ) describe the risk and return tradeoffs in the stochastic volatility and price jumps through derivatives. It will enable the investors to exploit the time varying opportunity in the stock market. (Abid et al 2006) investigated the performance of option strategies, including writing OTM covered-call and buying ITM protective put, with that of the purestock investment, and found that, in general, the buying ITM protective-put strategy has the best performance, followed by the writing OTM coveredcall strategy, both out-performing the naked stock. From the literature it was understood that there is not much studies on volatility strategies i.e. straddle and strangle. Moreover, options strategies in earlier studies shows the movements of in the money and out the money stock prices. For this different strategies is been used to arrive the hedging results. An exact conclusion is not drawn with regard to the performance of each strategy. Hence, the study is designed exclusively for traders who are new to the market. Since volatility is the main cause of tension to the traders in the derivatives markets. Further analyses in the study try to fulfil the undrawn conclusion in the previous research.
Data and Methodology:

Data:
The data set employed in the present study is retrieved from the National Stock Exchange of India (NSE) website. It encompasses the index options of Nifty 50 and the underlying value on a daily basis. The Nifty 50 index is the world's most actively traded derivatives contract, according to a survey titled 'Derivatives Market Survey', conducted by the World Federation of Exchanges (WFE) and International Options Market Association (IOMA) for the year 2015 across diversified product ranges. Based on the information, the data is collected from January 1, 2010 to December 30, 2016. The long straddle and long strangle strategy is applied by taking European call and European put options with near (1 month), next (2 month) and far (3 month) month contract. Hence, the data set is divided into three month contract cycle period. In order to analyse the performance of straddle and strangle strategies, the Sharpe ratio, Jensen's alpha ratio and Treynor ratio are applied. The methodological parts are explained in next section. Where, represents the return on strategy over a period, is the risk-free rate and is the standard deviation of the strategy. A high and positive Sharpe ratio shows a firm's superior risk-adjusted performance, while a low and negative ratio is an indication of unfavourable performance (Sharpe, 1966) . The basic purpose of the Sharpe ratio is to allow an investor to analyze how much greater a return he or she is obtaining in relation to the level of additional risk taken to generate that return.
Treynor Ratio:
It is similar to the Sharpe ratio, except it uses the beta instead of the standard deviation. (Treynor, 1965) measures the return earned in excess of a riskless investment per unit of market risk assumed. Here, the market risk is the beta coefficient. But when it comes to negative beta, the result may get influence to unsystematic risk. This is an improvement over the Sharpe as the return coincides with the volatility performance. It quantifies the reward-to-volatility ratio:
Where, represents the return on strategy, is the risk-free rate and is the beta of the strategy with market index. The standard deviation of the strategy alone provides incomplete information on prices movements. This creates advantages to Treynor ratio as they evaluate the overall beta coefficient of each strategy. Beta generates the result of covariance of strategy with the market index.
Jensen's Alpha Ratio: (Jensen, 1968) , measures the performance of a fund compared with the actual returns over the period as suggested by the CAPM model. From the level of systematic risk alpha is generated between the excess return and the return actually expected from the portfolio. A positive alpha indicates that the portfolio has outperformed the market, and vice versa. The Jensen's Alpha can be calculated using the following formula:
Where, is the excess returns attained from the strategy, narrates the risk-free rate as per the period defined, β is stock's beta, is the market return of the strategy.
( ) ( ) ⁄ . Here, Cov denotes the covariance and Var as Variance. Alpha ratio not only takes the beta coefficient but also calculate the expected return in a strategy. This makes the ratio better than the other ratios. Using the formulae above results has been generated in the next section.
Results and Discussion:
The descriptive statistics in table 1 represents the closing premium value of European call and put options of Nifty 50 Index options. For the straddle strategy, 8000 strike is been taken and for strangle 8600. The Jarque-Bera test states that the residuals are normally distributed at the 5 per cent significance level. In the entire call options contract high standard deviation is narrated comparing to put options. While forming the strategy, the traders have to see the movements of call and put options in each strike prices. (Stoll, 1969) argues that there is relation between the call and put with regard to the stock price changes. Hence, a granger causality test is formulated to show the cause and effects relationship between the call and put options of each strategy which are narrated in Table 2 . Since the period selected for the study describes a bullish approach, the results are designed accordingly. Here, the series are assumed to be stationary. As per the result, it is noted that the spot market has influence in the call and put options contract. Moreover, call contract in strangle is causing effect on the put options of strike price 8000. This shows that strangle strategy is reacting better in the market. It can leads to positive return to the traders. Sometimes, an inverse relation creates efficient strategy in the bullish markets. Therefore, while trading in the options markets investors has to keep on eyes not only in the spot market but also on the call and put simultaneously. To examine the performance analysis of straddle and strangle strategies, different ratios are calculated by taking one (near), two (next) and three (far) month maturity period. Standard deviation and beta is been calculated to check the volatility trend in the market. This will intend the investor to create an investment decision based on the market situation. An appropriate amount of strategy is to be formed while arriving at the investment decision in stock market especially in options. Firstly, a portfolio returns are calculated Volume IX Issue 1, January 2018 90 www.scholarshub.net taking the return of call and put options with each strike prices given by: ⁄ Where, is the present price and is the previous day's price. Based on the straddle strategy, the premium value of call and put options with strike price 8000 is generated under each maturity period. In strangle, call options of strike price 8600 and put options with strike 8000 is taken in to account for the calculation. The risk free rate of return based on the period December, 2015 is 6.52 per cent. Moreover, in order to have a detail evaluation of the market, options are being divided according to the moneyness. This will throw light on the strategies under different market situation. Firstly, in-the-money performance analysis is demonstrated in Table 3 then forwarded with at-the-money and out-the-money in Table 4 and 5 respectively. Since the market move around the volatile scenario, there arises a need to formulate effective strategy. To form a strategy which generates higher return is a difficult one. Hence, both the strategy i.e. straddles and strangles needs to be applied in the market to see which generate good answer. Therefore, the performance of each strategy is tested by using the Sharpe, Jensen alpha and Treynor ratio. The Sharpe ratio is one of the efficient tools for testing the performance of a portfolio. The closing premium value of European call and put options is taken to form a total investment with 8000 strike price in straddle. While 8000 and 8600 strike prices for strangle strategy. Average return resembles the return from call and put together in same maturity period. Long straddle strategy is applied first, where a trader can make profits even if the market goes in any direction. The deviations of each value is been taken as the average for call and put options. In case of strangle, average deviation was measured with two strike prices. Long strangle is more appealing than the straddle as the investor can make money in either direction of stock. In-the-money scenarios is beneficial for strangle as the investors are taking advantage of two strike prices. Therefore either direction gives better pay off for the strangle strategy. It has been seen that at-the-money is profitable for the straddle as the same strike price generate equal amount of movements. But here, the bullish market has given marks to strangle. Since, the direction may not be equal in all cases. In case of near and far month maturity contract, the standard deviation is high. This gives the advantages to Sharpe ratio in favor of strangle strategy. The prices of strangle moves in an accurate manner which makes the market more efficient. In straddle, the trader catches the profits where the market moves. There is no exact timing as to when the market shift to straddle. Market is subjective and requires timing with regard to buying and selling of stock. Normally, there are three movements for the market i.e. up, down and average side. While moving in side way direction, it becomes difficult for traders to decide the market structure. Hence, two choices appears, either the trader can hedge the present stock or took a side direction and wait for the further movement of the market. Since the buyers of the options contract have to pay both the premium, the risk is more. Therefore, beta is to be calculated to analyze the systematic risk in the strategy formed. The return of the portfolio based on the beta is formulated through Treynor ratios. It measures the coefficient of beta in each strategy. An average is been taken to generate the result based on the covariance of call and put options. The result indicates the superiority of strangle strategy by means of beta. Due to negative beta in next and far month, the Treynor comes to negative value which indicates the dull performance of straddle. May be the market may not be efficient for the same type of strike prices. Lack of volatility for straddle strategy creates a negative approach to traders in the market. This may affect to both the call and put options simultaneously. This will continue till the market reach in a definite direction. Hence, the Treynor ratio depicts lesser value, so would be the performance of the strategy. It's all the volatility which decides the market. But Warren Buffet says, volatility is not a true risk. This is just a condition in the market. Present market is now not allowing the straddle strategy to perform well in the market. Next issue arises based on the beta coefficient is that, what would be the expected rate of return apart from the average return. For that Jensen's alpha ratio need to be calculated. Jensen's alpha ratio measures the expected return on beta. Other than Sharpe and Treynor, Jensen ratios gives exact result of the portfolio investment based on the beta, risk free rate, expected return in same maturity period. Previously, the Treynor measures the average return from the total period by using beta and risk free rate. Moreover Sharpe use standard deviation for calculating the average return based on the risk free rate. Here, the Jensen's alpha analyze the risk in terms of beta and hence assumes that the strategy is already diversified in nature. While comparing to straddle, strangle looks perfect. In all the cases of straddle, the moneyness seems negative. May be the market going in the side way direction or any particular announcement could have been taken place. Such types of reaction create advantages to the strangle strategy. When comes to trading in options markets, investors becomes confused while selecting appropriate strategy. New trader will normally choose straddle as it comes under same strike price. But based on the market scenario strangle will also perform better from the results of Shape, Treynor and Jensen's alpha ratios. It is the volatility who decides the strategy. Hence, based on the market conditions a trader has to decide which strategy is better. Hence, it is advice to Volume IX Issue 1, January 2018 91 www.scholarshub.net change the strategy according to the beta level and by constant watch on the movements of stock. Beta plays a significant role on analyzing the risk structure of the market. These ratios will definitely help the traders to rank the performance of any strategy which they considered better for trading in the options markets.
Summary and Conclusion:
The strategies are designed in the options markets to indulge the traders in hedging activity. This can emphasis the return and provides immense knowledge about the movements of stock prices. Therefore, traders need to get some idea while trading in the market especially in options. In order to minimize risk in the stock markets, a certain kind of strategy is formed. Some of them is been discussed in the study i.e. straddle and strangle strategy. These are effectively utilized in the volatility constraints. Hence, for the study data is been collected from National Stock Exchange of India website. The long straddle and long strangle strategy is applied by taking European call and European put options with near (1 month), next (2 month) and far (3 month) month contract. Here, the data set is divided into three month contract cycle period. Firstly, descriptive statistics is discussed where it shows that the data are normally distributed to arrive at the results. Before forming a strategy, a trader has to get information about the cause and effect relationship between the call and put with spot market. It will help the traders to design the strategy and maximize the return. The results shows that the strangle strategy is reacting better in the bullish market. Later on, a performance evaluation is done by taking in-the-money, at-the-money and out-the-money scenarios to generate the maximum return from each strategy. For this, Sharpe, Treynor and Jensen's alpha ratios are tested. These are efficient ratios to examine the performance of portfolios as a whole. Strategies formed for the analysis shows that the returns are varying in nature as per the maturity period. In Sharpe and Treynor ratio, strangle strategy generate higher return. But in Jensen's alpha, strangle indicates some negative return in next month maturity cycle. In all other months, strangle performed better. Hence, the traders have to decide the strategy after analysing the market conditions. Since volatility is the key factor for the movement of stock prices. Therefore, it is advice to change the strategy according to the beta level and by constant watch on the movements of stock. Since the period selected for the study shows a bullish nature, the results are pertained according to it. Further research can be done with other strategies also.
Note: Call and Put 1, 2 and 3 is denoted as near, next and far month maturity contract of the strike price 8000. For the strike price 8600 another set of call 4, 5 and 6 is been demonstrated. Since the p-value is greater than 5 per cent, the series are said to be normally distributed. Note: * and **denotes rejection of hypothesis at 5 and 10 per cent significance level. Straddle is formed by taking the call and put value of the strike price 8000. While in strangle, call value is taken from the strike price 8600 and put at strike 8000 is selected.
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